On behalf of your Board of Directors, | am pleased to submit 
the 1971 audited financial statements. Rapid growth during 
the late 1960's and a difficult economic environment in 1970 
indicated that certain operational activities were no longer 
compatible with the structure and objectives of the company. 
These your management recognized, analyzed and acted upon. 


The injection of $3,500,000 in the form of along term loan in 
December 1970 relieved a critical working capital situation. 
Additional domestic and foreign bank financing was arranged 
during 1971 to accommodate operating requirements. 


A complete reassessment of the company’s varied operations 
and their respective profitability resulted in a major write-off 
of non-realizable assets pertaining to 1971 and prior years. 
Certain operations no longer conforming to newly defined 
objectives and criteria were abandoned. 


Sales revenue grew more than 8% and at $72.1 million estab- 
lished a new record. 


The company’s domestic vending, mobile and manual food 
operations performed well, whereas the hotel and restaurant 
operations encountered a highly competitive situation com- 
bined with increased operating costs. 


Our overseas companies did not do as well as anticipated. The 
primary reason was higher expenses attached to major ex- 
pansion programmes. 


While sales revenue and gross profit improved in Germany, 
increased operating and overhead expenses reduced net income 
below 1970. Major factors were high start-up costs in the new 
catering division, substantial wage settlements and increased 


maintenance and tax expenses for the frozen food manufactur- 
ing facilities. 


The Jamaican operation completed major expansion by mov- 
ing into the newly constructed airline food production centre 
at Kingston and completing the frozen food facilities at 
Montego Bay. Sales revenue and gross profit improved, but 
increased overhead resulting from investments in new facilities 
reduced net income below 1970. However, the foregoing in- 
vestments will result in increased efficiency and operating 
profits over the years ahead. 


| am pleased to report that negotiations in the United King- 
dom resulted in the acquisition of the remaining 50% interest 
in Versa-Serve Limited, previously owned jointly by Versafood 
and J. Lyons. Prior years losses in Versa-Serve did not occur in 
1971 and the outlook, following a complete reorganization, is 
optimistic. 


In summary, | feel confident that organizational and opera- 
tional changes undertaken by the new management team 
guided by the experienced hand and enthusiastic spirit of 
William E. Emerson will result in substantially improved prof- 
its in 1972 and the years to come. 


i wish to close my message on a personal note. Based on the 
fine groundwork laid by the new team, | felt that the effective- 
ness of the company would be further improved by turning 
the responsibilities of Chief Executive Officer over to Bill 
Emerson effective January 1, 1972.1 will remain as Chairman 
of the Board of Directors and continue to deal with those 
phases of our operation to which | can contribute most. 


ALLAN D. BAKER 
Chairman of the Board 


1971 was a disappointing and costly transition year in 
which re-organization programmes in major areas of the 


Company were initiated and pursued. Many signifi- 
cant projects are already completed while others are 
continuing into 1972. The general thrust of these 
programmes is towards a revision of the corporate 
structure more in tune with business demands of the 
70's, and the achieving of corporate objectives of 
increased efficiency and profitability. 


The Company's Profit Improvement Programme ad- 
vanced during the year with a major emphasis on 


increased operating efficiency and reduction of costs. 


Newly introduced, and complete changes in systems 
control are providing early indications of successful 
functioning. 


During 1971, the Company expanded new areas of 
service management, such as office coffee systems, 
facilities planning and janitorial services. It is inten- 


ded to further develop these and similar new opportu- 


nities. However, major emphasis is being placed on 
those functions in which Versafood has traditionally 
had primary expertise and which possess the greatest 
continuing potential. 


In 1972, we are further strengthening our decentrali- 
zed operating groups. At the same time, we are pur- 


suing a policy of close integration of staff and other 
support services on a centralized basis. To date, this 
approach has proven most successful and many 
clients, particularly in the institutional field, have 
expressed enthusiastic approval. Profit planning has 
been introduced, carefully developed, and is being 
energetically implemented by management. |m- 
proved sales and profitability are being achieved with 
sources including increased penetration of existing 
markets and greater returns from present operations. 
Additionally, a more aggressive posture towards ac- 
quisitions should lead to the accelerated development 
and marketing of total management systems for our 
broadening universe. 


In line with the Company’s new concepts, new goals, 
new structure and emphasis on a broadened scope of 
professional service management, it has been recom- 
mended by management and accepted by the Board 
that the name of the Company be changed to VS 
Services Ltd. Steps are underway to effect this change 
throughout the Company. 


We feel fortunate in having the position of leadership 
in the rapidly expanding services industry and are 
confident that our present efforts will contribute to 
dramatic growth in the near and long range future. 


Fret? © 


WILLIAM E. EMERSON 
President and Chief Executive Officer 
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on behalf of the Board 
ALLAN D. BAKER 
WILLIAM E. EMERSON 


CONSOLIDATED STATEMENT OF SOURCE 
AND APPLICATION OF FUNDS 


FOR THE YEAR ENDED DECEMBER 31, 1971 
(with comparative figures for 1970) 
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Versafood Services Limited 


(incorporated under the laws of Canada) 


CONSOLIDATED BALANCE SHEET DECEMBER 31, 1971 


(with comparative figures for 1970) 


LIABILITIES 1971 1970 
($,000) ($,000) 
Current: 
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Shareholders’ equity: 
Capital stock (notes 6 and 7) — 
Authorized: 
2,000,000 common class ‘’A’’ shares without nominal or par value 
2,000,000 common class ‘’B’’ shares without nominal or par value 


Issued: 
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CONSOLIDATED STATEMENT OF INCOME 
FOR THE YEAR ENDED DECEMBER 31, 1971 
(with comparative figures for 1970) 
1971 1970 
($,000) ($,000) 
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CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
FOR THE YEAR ENDED DECEMBER 31, 1971 
(with comparative figures for 1970) 
1971 1970 
($,000) ($,000) 
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(See accompanying notes) 


NOTES TO CONSOLIDATED FINANCIAL 
STATEMENTS — DECEMBER 31, 1971 


1. BASIS OF CONSOLIDATION 


The consolidated financial statements include the accounts of all subsidiary 
companies including, effective December 31, 1971, the accounts of Versa- 
Serve Limited of the United Kingdom in which the company acquired the 
remaining 50% interest as at that date. 


The accounts of the foreign subsidiaries have been translated into Canadian 
dollars as follows: (1) inventories, fixed assets and intangibles at rates 
prevailing at acquisition; (2) other assets and liabilities at year-end rates; 
(3) revenues and expenses (other than depreciation) at average rates during 
the year. Exchange losses arising from such translation practices are reflec- 
ted in the consolidated statement of income except to the extent they 
relate to long-term debt. 

The company has a 50% interest in a group of companies in Jamaica and 
the investment in this group is carried at cost plus its share of the undistri- 
buted earnings since acquisition. 

The company’s share of the undistributed earnings of 50% owned com- 
panies for 1971 (before income taxes of $111,000) of $191,000 is inclu- 
ded in ‘‘Total revenues’’. 

The excess of cost of purchase over net assets of purchased businesses 
at the time ownership was acquired has been charged principally to ‘‘In- 
vestment in Location Acquisition Costs’’ and is not being amortized be- 
cause, in the opinion of the company, there has been no diminution in the 
value of such locations. 

The 1970 comparative figures have been reclassified to conform to finan- 
cial statement presentation adopted in 1971. 


2. ACCOUNTS RECEIVABLE 


Accounts receivable include amounts due from associated companies total- 
ling $102,000. 


3. DEFERRED COSTS 


Deferred costs represent principally (i) the initial operating losses, inclu- 
ding engineering and design, of new facilities on the basis they represent 
costs incurred in establishing the facilities, and (ii) the costs of refurbishing 
vending machines. 


Deferred costs associated with new facilities are being amortized in equal 
annual amounts over five years. 


Effective January 1, 1971, deferred costs associated with the refurbishing 
of vending machines are being amortized in equal annual amounts over five 
years, the period generally accepted in the industry. The company had 
previously amortized such costs over a two year period. The effect of the 
change in amortization period is to reduce the net loss for the year by 
$251,000. 


Concurrent with the change in the amortization period the company has 
reclassified the unamortized balance of refurbishing costs from prepaid 
expenses to deferred costs. 


4. INCOME TAXES 


At December 31, 1971 the accumulated amount of income taxes deferred 
in the years up to December 31, 1967 and not recorded in the accounts 
totals approximately $91,000. 

Certain of the domestic subsidiaries have losses available for carry-forward 
against future income amounting to approximately $930,000. The United 
Kingdom subsidiary has a loss available for carry-forward against future in- 
come amounting to approximately £500,000. 


5. LONG TERM DEBT 


a) Domestic bank loans carry the following maturity and 
interest rates: 
Term 1973 — 1%% over prime rate $ 400,000 
Term 1974 — 1%% over prime rate 400,000 
Demand operating loans — prime 


rate 2,116,000 2,916,000 
The demand operating loans of $2,116,000 have been 
classified as long term as it is the company’s intention to 
convert such debt to term loans. Discussions have been 
commenced with the company’s bankers to seek approval 
to such a change. 
b) International bank loans for German operations 7%% ma- 
turing in 1973 (D.M. 1,200,000) 370,000 
c) Other German operating bank loans at rates of 4, 4%, 8% 
due in annual instalments over the next ten years, secured 
by a charge on real estate in Germany (D.M. 1,183,000) 365,000 
d) Other long-term domestic and international debt 221,000 
$3,872,000 


The company’s assets, both present and future, have been 
charged and all the issued and outstanding shares of 
Versair In-Flite Services Limited and Versafood Services 
GmbH owned by the company have been pledged as secu- 
rity for the bank loans set out in (a) and (b) above. Obli- 
gations of the company under debentures issued by it to 
secure the charge and pledge have been guaranteed by the 
company’s Canadian subsidiaries. 


6. 8% UNSECURED CONVERTIBLE NOTE 


The terms of the note are such that there are no mandatory principal 
repayments prior to December 29, 1976. Commencing on December 29, 
1976 the note is repayable in five equal annual instalments to December 
29, 1980. The company will be entitled to redeem the note in whole, but 
not in part, without penalty after June 29, 1973 except as part of any 
refunding operation involving an effective interest cost of less than 8% per 
annum. The unpaid principal sum of the note is convertible, at the option 
of the note holder, into fully paid Common Class A shares of the company 
as follows: 

To December 29, 1974 at $7.00 per share 

During the next three years to December 29, 1977 at $8.00 per share 

During the last three years to December 29, 1980 at $10.00 per share 


While the note is outstanding, the company has agreed that, without the 
prior consent of the note holder, it will not make investments or undertake 
rentals, leases, equipment purchases obligations or other financial commit- 
ments in excess of certain limits. In addition, the company has agreed to 
certain limitations on the creation of indebtedness generally, on the dis- 
positions of its properties and assets and on the creation of security inter- 
ests therein and has agreed to maintain its working capital within certain 
limits. Although the company is in default under certain of its obligations 
under the note, the note holder, ARA Services Inc., majority shareholder 
of the company has advised the company, that it has no intention during 
1972 of exercising any of the rights available to it by reason of such 
default. 


7. CAPITAL STOCK 


a) 60,000 Common Class A shares have been reserved since 1961 for 
employee options. Options totalling 10,200 have been granted to five 
directors and four officers and options totalling 4,170 have been 
granted to fourteen employees all at the market value of the shares at the 
time the option was granted. 


b) The company’s German subsidiary holds a 70% interest in a German 
limited partnership. The holder of the remaining 30% interest may, at 
his option, at any time after December 31, 1971, require the Company 
to acquire his interest at a price of $1,465,000 the consideration to be 
the issue of common class A shares of the Company valued at their 
average closing price on the Toronto Stock Exchange for the five tra- 
ding days preceding the date of giving of notice of the exercise of the 
option. 


8. COMMITMENTS 


a) The companies have undertaken lease obligations extending up to 1984 
involving minimum annual rentals of $1,085,000. 


b) The company pension plan introduced in 1970 includes an unfunded 
Past service pension obligation amounting to approximately $98,300 as 
at December 31, 1971. This is being charged to operations as funded 
over a maximum period of twenty years. 


c) The company has entered into deferred compensation plans, and con- 
sulting or employment agreements commencing at varying dates and 
involving payments over a period of ten to sixteen years to an estimated 
maximum of $45,000 in any one year. 


9. REMUNERATION OF DIRECTORS AND OFFICERS 


During 1971 seventeen directors (including three former directors) received 
$8,925 as directors and seventeen officers (including three former officers) 
received $369,000 as officers. During such period, seven directors were also 
officers. One director in addition to receiving remuneration as a director, 
received remuneration from a subsidiary, as an officer thereof, of D.M. 
200,000 (approximately $58,100). 


10.EARNINGS PER SHARE 


Net loss per Common Class A share was 63.5¢ in 1971 (net income per 
share was 25.0¢ in 1970) and net loss per Common Class B share was 63.5¢ 
in 1971 (nil in 1970). Earnings per share in 1970 were calculated on the 
basis that Common Class A shares have a dividend priority of 30¢ per 
share, irrespective of the extent to which dividends may actually have been 
declared in the year. The right of Common Class A shares to a dividend 
priority of 30¢ is not cumulative. 


AUDITORS’ REPORT 


To the Shareholders of Versafood Services Limited: 


We have examined the consolidated balance sheet of Versafood Services 
Limited as at December 31, 1971 and the consolidated statements of in- 
come, retained earnings and source and application of funds for the year 
then ended. Our examination of the financial statements of Versafood 
Services Limited and those subsidiaries of which we are the auditors in- 
cluded a general review of the accounting procedures and such tests of 
accounting records and other supporting evidence as we considered neces- 


TOTAL REVENUES ($,000) 
80 


72,159 


1967 1968 1969 1970 1971 


COMPARATIVE STATEMENTS OF INCOME 


($,000) 1967 
$33,274 


TOTAL REVENUES 


Operating, marketing and general 
administrative expenses 
Depreciation 
Minority Interest 
Interest charges 
Additional expenses incurred or provisions 
required in the year relating to prior years’ business 
Losses on disposal of capital assets 
and abandonment of projects 
Non-recurring international expense 


31,713 


TOTAL EXPENSES 32,207 
PROFIT (LOSS) BEFORE INCOME TAXES 1,067 
Income taxes (recoverable) 559 
NET INCOME (LOSS) FOR THE YEAR $ 508 


sary in the circumstances. We have relied on the report of the auditors who 
have examined the financial statements of the German and United King- 
dom subsidiaries. 

In Our opinion these financial statements present fairly the financial posi- 
tion of the companies as at December 31, 1971 and the results of their 
operations and the source and application of their funds for the year then 
ended, in accordance with generally accepted accounting principles applied 
on a basis consistent with that of the preceding year. 


CLARKSON, GORDON & CO. 
Chartered Accountants 


Toronto, Canada 
May 16, 1972. 


NET INCOME ($,000) 


8 
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1968 1969 1970 1971 
$47,257 $58,615 $66,241 $72,159 
44,/53 50,396 63,995 70,239 
748 1,004 1,109 1,143 
ae 89 131 100 
131 359 515 602 
= = 113 939 
= = 107 390 

= eee - as 
45 ,632 56,925 65,970 73,413 
1,625 1,690 211 (1,254) 
869 862 66 (98) 
S 756 $ 828 & 205 $ (1,156) 


WHAT IS VERSAFOOD SERVICES LIMITED? 


Versafood Services Limited, federally incorporated 
in 1961, grew from Baker Vending, started in 1955 
by Allan D. Baker and located in Toronto. Nation- 
wide Food Services was added in 1958 thus com- 
bining manual food operations with vending; other 
vending companies in various locations were ac- 
quired and the combined group merged with Indus- 
trial Food Services in 1961. 


Vendomatic, a manufacturer of vending machines, 
joined the group in 1961 which went public as 
Vendomatic Services Limited the same year. 


On May 15th, 1964, the company’s name was 
changed to Versafood Services Limited; sales that 
year were over $20 million. The United Kingdom 
vending operation was added in 1962. In 1966 the 
Toronto-Dominion Centre contract involving some 
13 public and private restaurants and other food 
service operations was obtained and opened for 
business in 1967. In 1969 important acquisitions 
were made in Germany and Jamaica. 


Versafood Services Limited is Canada’s largest di- 
versified management services company with sales 


of $72 million in 1971. Its activities vary from the 
operation of patient dietary departments in hospi- 
tals to the management of student dining facilities 
at schools, college and universities... from em- 
ployee cafeterias to executive dining 
rooms...from refreshment areas at historic sites 
and museums, to office coffee break programmes. 


The company prepares and serves over 1/4 million 
meals per day at hundreds of client locations. 


In addition to personal and automatic food ser- 
vices, Versafood’s other services include consulting, 
facilities planning and design, hotel operations, 
mobile catering, housekeeping services, airline 
catering in Jamaica, frozen meal production and 
catering in Germany. 


The company employs over 6,000 people in 
Canada and 1,500 abroad. These include graduate 
dietitians, skilled managers, master chefs, facility 
planners, design specialists, operations analysts, 
food research experts, project engineers, consul- 
tants and computer systems experts. 
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